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PART A 
Candidates MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by clearly 
circling the appropriate letters on the Answer Sheet provided on page 9. 


Figure 1 


MINPB (polluter) 


MEC (pollutee) 


Q* 
| Smoke Pollution | 
Zero pollution Full pollution 


1. An iron foundry produces smoke which imposes a negative externality upon a 
laundry business situated close by. In Figure 1 below the line MNPB represents 
the iron foundry’s marginal benefit from production and the line MEC represents 
the marginal external costs that smoke pollution imposes on the laundry. If the 
laundry has the rights to not suffer smoke pollution, what area represents the 
laundry’s gain from trading pollution rights with the iron foundry at the fair 
bargaining price? 


2QAa00m 
mMOOWD 
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. Which of the options correctly fills in the blank in the following statement: “------ 
value is not a component of total economic value”? 


oaorop 


Bequest 
User cost 
Indirect use 
Quasi-option 
Existence 


. The Tragedy of the Commons is most likely to happen when... 


© 


Goods are privately owned 

Goods are not owned at all 

Goods are nonrival and excludable 
Goods are publicly owned 

Goods are nonrival and nonexcludable 


. Which of the following benefits would the travel cost method not be able to 
evaluate? 


a. 


e295 


The recreational benefits of a beach 

The non use benefits associated with tropical rain forests 

The aesthetic benefits of a scenic National Park 

The cultural and heritage benefits of a sacred site 

The benefits that hunters derive from hunting wild pigs in a specific area 


. Regulatory standards that limit pollution typically: 


a. 


b. 
Cc. 
d 


Lack incentives to reduce pollution once the standard is met 

Are applied when pollutants are extremely dangerous and dispersed 

None of the other answers 

Work effectively when the regulated firms are very similar in size and the types of 
production processes they use 

Are costly to administer 


. Which of the following are not expressed preference approaches to environmental 
valuation? 


Hedonic pricing 
Contingent ranking 
Contingent valuation 
Choice experiments 
Defensive expenditures 


. Weak sustainability is best defined in economic terms as? 


a. 


e295 


Perfect substitutability between natural and man-made capital 

No substitutability between natural and man-made capital 
Imperfect complementarity between natural and man-made capital 
Imperfect substitutability between natural and man-made capital 
Perfect complementarity between natural and man-made capital 
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Table 1 
Excludable | Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous | Good 3 Good 4 


8. With reference to Table 1, examples of goods of type Good 3 would include... 
A non-congested toll road 

A National Park 

A mobile phone 

A password protected wireless internet service 

Commonly owned pasture 


oaAorop 


9. With reference to Table 1, examples of goods of type Good 4 would include... 
A non-congested toll road 

A National Park 

A mobile phone 

A password protected wireless internet service 

Commonly owned pasture 


oaArop 


10.If producing a good generates pollution (a negative externality), from a social 
perspective ... 

The price will be too low but the quantity produced will be correct 

The price will be too low and the quantity produced will be too high 

The price will be too low and the quantity produced will be too low 

The price will be too high and the quantity produced will be too low 

The price will be too high and the quantity produced will be too high 


o2900D 


11.How do the marginal costs of pollution control and the marginal costs of pollution 

damage change as pollution levels decrease? 

a. The marginal costs of control increase and the marginal costs of pollution damage 
increase 

b. The marginal costs of control decrease and the marginal costs of pollution damage 
increase 

c. The marginal costs of control remain constant and the marginal costs of pollution 
damage increase 

d. The marginal costs of control increase and the marginal costs of pollution damage 
decrease 

e. The marginal costs of control decrease and the marginal costs of pollution damage 
decrease 


12. Will reducing pollution to zero in a particular industry be economically efficient? 
a. Yes, as long the marginal costs of pollution reduction exceed the marginal benefits 


b. Yes, as long as the total benefits of pollution reduction exceed the total costs 

c. Always 

d. Yes, as long as the marginal benefits of pollution reduction exceed the marginal 
costs 

e. Never 
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Figure 2 


Marginal revenue/cost & average revenue 


Fishing effort 


13.With reference to Figure 2 the level of fishing effort labelled b represents... 


oaorop 


The economic optimum 

The open-access equilibrium 
The maximum sustainable yield 
The break-even point 

Where profit is maximised 


14.In a two time-period example, economic efficiency is maximized when ... 


a. 


b. 
C. 
d. 


e. 


The marginal net benefit in the first time period is set equal to the present value of 
marginal net benefits in the second time period 

The marginal net benefits in the first period are set equal to the discount rate in the 
second time period 

The discount rate is set equal to the marginal benefits 

The marginal net benefits in the first period are set equal to the user costs in the 
second time period 

The marginal net benefits are maximised in both time periods 


15.Which one of the following techniques could be used to estimate the value of the 
benefits provided by an area of urban parkland? 


oaAorop 


Travel cost method 
Dose-response 

Hedonic pricing 

None of the other answers 
Contingent valuation 
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16.The most influential variable influencing the timing of the harvest of a stand of 
timber is? 


oaorop 


The discount rate 

The value of non-timber forest products 
The age of the timber 

The mean annual increment 

The price of timber 


17.Government can enhance efficiency when goods yield large external social 
benefits by... 


oaArop 


18. If 


Taxing them to discourage production and consumption 
Following laissez faire policies 

Banning their production 

Subsidising them to encourage production and consumption 
None of the other answers 


one person's enjoyment of the benefits of a good does not interfere with 


another's consumption of it, the good is said to be: 


oaAorop 


Nonrival in consumption 
Limitless in utility 
Non-excludable 
Congestible in consumption 
Depletable 


19. The optimal level of pollution abatement across two firms is... 


a. 


b. 
C. 
d. 


e. 


A reduction of emission levels by each firm to the point where marginal damage 
costs are equalised across firms 

A reduction of emissions levels by each firm to the point where emission levels are 
equal 

None of the above 

A reduction of emission levels by each firm to the point where marginal control costs 
are equalised across firms 

A mandated reduction of equal quantities by each firm 


20.Which of the following types of values do not involve any direct or indirect 
interaction with the resource being valued? 


a. 
b. 
C. 
d 


e. 


Existence value 

Altruistic value 

Bequest value 

The values humans derive from the groundwater recharge functions of a wetland 
ecosystem 

The value of fish harvested from a river 
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PART B 
Candidates MUST answer any TWO (2) of the SIX (6) questions in the Answer Books 
provided 
(20 marks are allocated to each question) 


Question 21 


Use of an emissions trading scheme (ETS) is one proposed approach that might be used to 
reduce emissions of greenhouse gases. Some commentators argue that use of a carbon tax 
is a better approach to use than an ETS. Explain which of these two approaches you favour 
and why, specifically focusing on how effective they are in reducing greenhouse gas 
emissions. (20 marks) 


Question 22 


(i) Explain how a timber company could decide whether to “clear cut” a forest plot or to 
harvest only the annual increase in growth. What variables will they take into account? (8 
marks) 


(ii) Why will an increase in the interest rate tend to reduce the age at which forest 
plantations are harvested? Use a graph to illustrate your answer. (12 marks) 


Question 23 

Choose one of the following environmental issues: 

a) Noxious odours emitted from a waste water treatment plant; 

b) Siting of a new international airport in an area of rare natural habitat; 

c) Marine algal blooms caused by nutrient run-off from sugar-cane production. 

For your chosen issue describe a method (or methods) which could be used to value the 
problems that these issues cause. Explain how these methods operate, describe how they 
might be used in these cases and explain what types of values they can elicit. (20 marks) 
Question 24 


Describe the term ‘natural capital’ and use it to carefully explain the difference between the 
concepts of weak and strong sustainability. (20 marks) 


Question 25 


A coal-fired power station produces atmospheric pollution that has adverse health effects on 
the population of a town located downwind from it. Describe how Coasean bargaining might 
be used to resolve the pollution issue between these two parties, using a diagram to 
illustrate your answer. (20 marks) 


Question 26 


Explain how we can determine the efficient allocation of a non-renewable resource over two 
time periods, illustrating your answer with a diagram (or diagrams). (20 marks) 
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Name: 
Student Number: 


PART A — MUTIPLE CHOICE ANSWER SHEET 


This sheet is to be detached and handed in with your Answer Books at the end of the 
examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1 eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
oO: eae ebe ece ede ece 
6. eae ebe ece ede ece 
T. eae ebe ece ede ece 
8. eae ebe ece ede ece 
9. eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12. eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
15. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
19. eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do 
so may result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been 
returned. 
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